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Return to a Low Equilibrium Rate Environment?
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= #1 Higher Public Debt
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Annual Green Investment Need
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#2 Investment Effects on Interest Rates
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#3 Stronger Global Co-Movement
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#4 Lessons from History
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#5 Sovereign Spreads Less Responsive to Rates

BTP-Bund Italian 10y Spread BTP-Bund 30-days Rolling Regression Coefficient
Spread (bp) and ECB Pricing Spread (bp) Beta  Belween ltalian 10y Spread and 1y EUR OIS Beta
260 - - 260 1.5 5 . - 1.5
. { —— HP-Smoothed
o e _ 95% Confidence Interval
240 - © e B F20 s ECB Ad Hoc Meeting in July 2022 | 4 o
220 - NS - 220
S o5 - 0.5
oG
200 - %%w;f.; - 200
°& 0.0
180 - - 180
160 = 160 -0.5 - L 0.5
1407 © Before ECB Ad Hoc Meeting in July 2022 | 0 04 = ~1.0
Since ECB Ad Hoc Meeting in July 2022 '
120 T T T T T 120
0 ! 2 3 4 =15 == . . . ——-15
1y EUR QIS (%) Oet-21 Apr-22 Oet-22 Apr-23 Oect-23

Source: Haver Analytics, Goldman Sachs Global Investment Research. Global Investment Research



Yooy
4.5 =

4.0 =

3.5 4

3.0 4

2.5 4

2.0 4

1.5

1.0 5

Simulating R(ome)*

Care HICP Yoyoy
~ 4.5
= 4.0
- 3.5
~ 3.0
- 2.5
=20
=~ 1.5
—— Mo response to Spreads
— Pre-TP| Response to Spreads (0.5)
Post-TPI Response to Spreads (0.25) - 1.0

T
20211

T
202201

T T T
202301 20241 202501

Source: Haver Analytics, Goldman Sachs Global Investment Research.

Percent ECB Policy Rate Percent
5 - - 5
4 - 4
3 - -3
24 - 2
1 = 1
—— Mo response to Spreads
— Pre-TP| Response to Spreads (0.5)
0 Post-TP| Response to Spreads (0.25) 0
T T T T T
2021 202201 20231 20241 202501

Global Investment Research

9



g‘oldman

- But Error Bands Very Large

HLW: r* Estimates
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- | We Look for Sequential ECB Cuts to 1.75%
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-~ A Database of Fiscal Adjustments (OECD 1985-2019)

Mumber Mumber MumberofEpisodes MumberofEpisodes
160 160 25 25
Distribution of Annual Adjustments
in the Structural Balance Size of Large Consolidation Episodes
140 140
20 20
120 120
100 100 15 15
a0 a0
IE 2014-2015
. N 10 and SE 19497- 10
60 60 1998
40 40
5 PT 2011-2014 GR
A ) IT 1993-1994 2010-2013
20 20 ES 2010-2013
0 - —_— 0 0 - .- - -,
-8 -G -4 -2 0 2 4 B 8 12 3 45 6 7 8 9 101112131415 16 171819 20
Percent of GDP Cumulative Improvementin the Structural Balance (pp.)

Source: Goldman Sachs Global Investment Research.
Global Investment Research 14



goldman

achs

% of Potential GDP % of Potential GDP

3 3
Structural Balance
2 2
1 1
0 ]
-1 -1
2 — S LICCeSSTU 2
Insuccessful
-3 -3

-3 -2 -1 0 1 2 3 4 5
Years from Start of Adjustment Episode

Source: Goldman Sachs Global Investment Research.

% of GDP % of GDP
a5 a5
Ciebt Stock
a0 an
a5 ! a5
i /—/X ;
75 75
70 70
65 . — 5 L CCeSSTU 65
| L nsuccessful
G0 60

Successful vs Unsuccessful Consolidations

-3 -2 -1 0 1 2 K] 4 5
Years from Start of Adjustment Episode

Global Investment Research




goldman

achs

Successful Consolidations Focus on Spending Cuts
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Consolidations Weigh on Growth
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| Monetary Policy Supports Spending Adjustments
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